This paper analyzes the effects of the impact of Chinese competition on Italian export prices. We estimate separately the pricing behavior of two major sub sectors of manufacturing, consumer goods and machinery, analyzing both the price and market competition of Italy's main competitors (China and other OECD countries) in different destination markets. Results show that both channels affected Italian price strategies over the period [2000][2001][2002][2003][2004][2005][2006][2007][2008], in an idiosyncratic way according to the income level of importers, sector and technology level of products exported. We find that for low technology and labor intensive products within the consumer goods the influence of China on Italy's export prices is marginal and it often triggers an upgrading of exports, especially when destination markets are high-income. Conversely, in more technology intensive goods included in the machinery and transport equipment sector China's competition has pushed Italian firms to reduce their margins, especially for products characterized by a lower specialization level.
Introduction
The international literature has devoted a great deal of attention to the exceptional economic growth experienced by China over the last three decades and its effects on other countries.
China's catching up through sustained economic growth over the past thirty years and its specialization in low tech manufacturing goods resulted in a substantial increase in competition for a large number of countries and, more generally, in a structural change in global terms of trade. Overall, the magnitude of the China impact via the trade channel is highly correlated to other countries' factor endowments and specialization and is expected to keep changing over time to the extent that the productive structure of China moves towards more sophisticated goods. This has raised questions on whether the quality of Chinese exports has recently changed, and the possible consequences of these changes on other countries. While some authors have stressed a recent relative upgrading of Chinese exports, therefore suggesting that even more advanced countries might increasingly be under the threat of Chinese competition (Rodrik, 2006; Schott, 2008) , others have argued that China's specialization in labour intensive activities remains prevalent (Xu, 2007; Amiti and Freund, 2010) .
Following WTO's accession in 2001, China's shares in the world's manufacturing sector have risen considerably, including in more advanced markets. How the main competitors have reacted to this threat is still a partially unexplored issue in the literature. While an established strand of the literature, based on the so-called "fallacy of composition" hypothesis, shows that prices of manufacturing goods from developing countries fell due to China's entry in the world markets, little is known on the competitive strategies of advanced competitors. Theoretically, as lower income countries specialize in low-technology sectors, developed countries react by upgrading the quality of their exports, slowly abandoning less sophisticated ones, in favour or more advanced products (Schott, 2008) . Indeed, the existing evidence, mostly at the firm level, shows that China's competition has pushed producers in developed countries to reduce their margins in low-technology products, lowering their prices, while increasing the quality through vertical differentiation (Abraham and Van Hove, 2010; Bloom et al., 2011, Martin and Méjean, 2011) .
The main objective of the paper is to help understanding whether in sectors with the highest competitive pressure from China, developed countries (Italy, in particular) have undertaken a competition based on prices and reduced markups or if they have upgraded the quality content of their export for any given couple of markets (including low-middle-and high-income ones) and sectors. On the one hand, our findings can complement, adopting a macro framework and considering foreign rather than domestic prices, those by Bugamelli et al. (2010) , who show that the competitive pressure by Chinese exports in the domestic market has contributed to a decrease in output prices of Italian firms. On the other hand, the paper can also support the view that Italy has upgraded its exports, especially in traditional sectors, to protect its market shares from international competition (Lanza and Quintieri, 2007) . To our knowledge, so far, there is no direct evidence that this has occurred as a consequence of increasing competition from lower income countries. While our study focuses on Italy, the reasoning can be extended to other manufacturing producers from developed countries.
The paper is structured as follows: section 2 reviews the literature on China's competition and on developed countries' strategies to confront it. Section 3 introduces the theoretical model and the (measured through China's import shares in the host markets) upgrading their production; the upgrading was measured by significant increases in key indicators such as TFP, adoption of information technology and their R&D performance. On the other hand, Bloom et al (2011) also find that firms in sectors most affected by Chinese import competition have experienced reductions in export prices, employment and profitability. Along similar lines, two works on Belgian firms find that competition from China in the domestic (Mion and Zhu, 2011) and in foreign markets (Abraham and Van Hove, 2010) has contributed to an increase in skilled workers and differentiation by increasing the number of varieties exported. Lastly, and most relevant for this paper, Martin and Méjean (2011) have measured the effect of competition from lower income countries to a sample of French firms over the period [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] [2003] [2004] [2005] . They find that the increase of market shares of low-income countries has an impact on the prices of French exports, which they estimate to have increased by about 2 percentage points, the largest share of which is due to competition from China only.
Taking stock of these findings, in what follows we estimate the impact of China on the export prices of Italy using data on unit values of exports finely disaggregated by host markets and sectors. Within an international context where large economies export more at the extensive margin and at highest unit prices (Hummels and Klenow, 2005) , Italy represents a case of interest, given its high persistence in specialization in traditional sectors (Di Maio and Tamagni, 2008) . This has resulted in a rising similarity with the export structures of major emerging economies, one of the factors contributing to large losses of market shares over the last years (Cheptea et al., 2010) , despite recent research did not find evidence of "adverse export elasticity" compared to other main manufacturing exporters (Feletthigh and Federico, 2010) . Previous research, using firms' level data, shows that the prices of domestic firms have been affected by China's competition in the home market, reducing their margins in more traditional sectors (Bugamelli et al., 2010) .
Data, model and empirical analysis

Model
The aim of the empirical analysis is that of determining Italy's export prices. Along the lines of Fu et al. (2010) , we determine the prices of internationally traded goods taking into account both demand and supply factors. Let the demand function be:
Where d is the demand, y the income, p the price, X a vector of exogenous variables affecting demand, and ε d is a random term.
The supply function is:
where s is the supply, p the price, p e the expected price and Z a vector of exogenous variables affecting supply. Again, ε s is a random term taking into account the unobservable factors having an impact on supply.
Expected prices are affected by their lagged levels as well as by prices of competitors. Z includes, among other variables, also exports from China and from other OECD countries. This allows us to take into account, on the one hand, the impact of larger volumes of trade arising from China's entry in the world markets and, on the other, to control for the influence of Italy's main competitors from the OECD.
We assume that the elasticity of substitution among varieties of products traded internationally is positive, meaning that for each product imports are differentiated among countries of supply (Armington, 1969) .
Equalizing demand and supply in equilibrium, the price is represented by a reduced-form singleequation model, which can be written as:
where the price (p) of export is function of its lagged value (the lags varying according to the autocorrelation function), absolute and per capita levels of income (y and y_pc), distance (d) and geographical remoteness (llock) of the importers, the nominal exchange rate (er) of the exporter and the corresponding volume of trade (q) for any given couple of product/market/year. Two ad-hoc variables are included to account for the possible impact of China on the price function: (1) the corresponding price of China's export (p ch ); and (2) the market share (share ch ) of China for product x in market j at time t. Similarly, we introduce prices and market shares (p oecd and share oecd ) computed for high income OECD countries net of Italy.
The literature on prices determinants shows consistent results across standard explanatory variables. So, for instance, prices tend to decrease with the size of the importer's market (Baldwin and Harrigan, 2011) and with an increase in the volume of exports (Ito, 2011) , while they increase in markets with higher levels of per capita income (Schott, 2008; Bekkers et al.; 1 ) and in more distant ones (Manova and Zhang, 2009) . With respect to the variables representing the China's competitive effect, their signs depend upon the likely impact on the exporter price strategy and are expected to vary according to different sectors and markets. Other things equal, a positive sign of Chinese price and/or a negative sign of the share of Chinese exports could represent a direct competitive pressure on Italian export prices. On the other hand, a positive and significant sign of the share of China exports and/or a negative sign of Chinese price indicates that, when the competitive pressure increases, Italian companies react by rising up their prices, a strategy that suggests exports upgrading. According to Bloom et al. (2011) rising market shares of lower income countries decrease the profitability to produce low value added products, freeing-up resources which can be employed in more high-tech productions therefore reducing the opportunity cost of innovation. This is not likely to happen when competition is coming from other developed countries, given that it does not reduce the profitability of producing traditional goods relative to more advanced ones (Bloom et al., 2011) .
Data and Methodology
Data on international prices are not easily available and they are often proxied by data on unit values. Unit values are computed as the ratio between the value and the quantity of goods traded and are considered closer proxies of export prices the more disaggregated the data used to compute them. Analyses based on unit values tend to assume a direct relation between the price of exports and the quality of products, although this relationship might be influenced by other relevant factors such as exchange rate movements, trade related policies and vertical fragmentation of production (Schott, 2008) . This paper uses data on unit values from the Trade Unit Value Database published by CEPII (Berthou and Emlinger, 2011) , covering the period 2000-08 for each product classified at the six digit level of the harmonized system (HS) for a large number of countries.
Data on the corresponding trade volumes come from BACI (Gaulierand Zignano, 2010) and information on geographic variables comes from CEPII (Mayer and Zignano, 2011) . Data on other independent variables, including GDPs and exchange rates, are from the World Bank's World Development Indicators and Penn World Tables. Table 1 reports the descriptive statistics of all the variables.
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In order to compare products and markets subject to direct competition, our database has been built by including all the products at the six digits level contemporaneously exported by Italy and China to the same market.
As for the methodology, equation (3) presents several sources of misspecification related to the possible presence of autocorrelation, endogeneity and heteroskedasticity within panels. In order to overcome these problems the Arellano-Bover/Blundell-Bond system GMM approach (Wooldridge, 2002) was adopted. The system GMM approach allows for greater efficiency in the choice of instruments in a panel with large N and small T, increasing the overall performance of the estimator vìs-a-vìs alternative approaches including instrumental variables or the Arellano-Bond "difference GMM". As price strategies of international competitors are often intertwined, and it is therefore difficult to discern the direction of causality (Fu et al., 2010) , we treat variables representing prices (including the lagged level of Italy's prices) as endogenous using their lags as instruments. Other independent variables are considered strictly exogenous and used as instruments. As a standard test for the strict exogeneity of the instruments for a system GMM we report results of the Hansen J test for overidentifying restrictions (Wooldridge, 2002) . Additionally, the Arellano-Bond test for autocorrelation to the residual is reported to detect second order autocorrelation (AR(2)) of the residuals. Finally, as suggested by Roodman (2006) , we include time dummies in all the specifications so to avoid contemporaneous correlation among individuals across time, an assumption that is not taken into account in the autocorrelation test.
Empirical Analysis
The large number of sectors and markets covered by the dataset allows us to perform a very detailed and innovate analysis.
Our analysis focuses on the manufacturing sector, which covers around 82% of the observations of the dataset, and that includes goods classified at different levels of technology. Figure 1 reports the distribution of products included in our dataset according to their technology level and shows that the largest share of products for which China and Italy compete in the international markets incorporates low levels of technology or is characterized by high intensity of labor. Such products are mostly concentrated in the group of consumer goods (SITC-8). On the other hand, only the 22% of products belongs to the group including high technology goods, the largest portion of which is included in the group of machinery & transport equipment (SITC-7).
Figure 1 here
In line with this analysis, we run model (3) for the two main groups of the manufacturing sector according to the Standard International Trade Classification (SITC) revision 3, i.e. the one including machinery and transport equipment (SITC-7) and the miscellaneous manufacturing articles (SITC-8), which includes the consumer goods.
We grouped destination markets according to their income levels following the World Bank classification, and estimate our model (i) for a group including middle income countries (the middle lower and the middle up income groups) and (ii) the group of high income countries belonging to the OECD. Observing the geographical distributions of the products exported it is possible to notice how these two groups represent together more than 80% of total observations ( Figure 2 ).
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Before commenting the results, it is worth to further address whether the competitive effect on prices we look at has been equally affecting products at different levels of quality. As remarked in the previous paragraphs, despite a recent upgrading of Chinese manufacturing exports, there is some evidence that more advanced countries are still exporting more sophisticated goods (see Bernard et al., 2006; Schott, 2008) . This seems true in the case of Italy, whereas there is crosssectoral evidence of an overall increase in export prices despite an increase in the competitive pressure in the international markets, a strategy that underlines a restructuring process of the industrial sector towards more sophisticated productions (Lanza and Quintieri, 2007) .
Given that a specific objective of this paper is to explore whether the competitive pressure on export prices is also affecting those goods for which the quality differential between products exported by China and Italy is larger, we compute the ratio between the unit values of Italian and Chinese exports (r) for each product at the 6-digit level shipped to the same market at the same time. Figure 3 plots the median value of r for the whole sample and for the two manufacturing sectors analyzed in this paper, differentiating products according to their technology content. Surprisingly, panel (a) of the figure shows that products belonging to high technology sectors are those where the price differential between China and Italy is smaller, whereas low-tech and labor intensive products are instead characterized by a larger gap, which has even increased over the most recent years. This has much to do with the specialization of Italy's exports, given that higher quality products are concentrated in traditional labor-intensive sectors, especially within the consumer group. Panel (b) of figure 3, plotting the same data for products included in the subset of consumer goods, shows indeed that the gap for labor-intensive products (a group including for instance apparel and footwear) becomes even stronger. These results are also supported by the existing evidence pointing out that prices of labor intensive and low technology products exported by China have kept very low, often keeping a decreasing trend (Kaplinsky and Santos-Paulino, 2006; Amiti and Freund, 2008) . Conversely, the lower gap in higher technology products which stands out from the three panels of figure 3 can be due to lower levels of specialization and upgrading of Italy in more technology intensive sectors compared to other main exporters from developed countries (Ricotta et al., 2008) , as well as to the growing "sophistication" of Chinese goods, which has reflected in an increase in export prices of medium and high technology sectors, although this is mainly related to the role of foreign firms (Van Aschee and Gagnes, 2007) . Table 1 below reports the results of the estimation of model (3) for exports directed to highincome OECD countries in the group including consumer goods, disaggegated by their levels of technology.
Results for the group of consumer goods by income levels of importers
Tests' statistics, reported at the end of the table, show that in general the choice of instrument is valid and there is no second order autocorrelation in the residuals.
Considering first signs and significance of the control variables used, table 2 shows that Italian export prices to other OECD countries are largely influenced by their past levels and that they tend to increase in larger markets. The sign of the per capita income level is positive and significant for the whole group, indicating that an increase of income translates in higher export prices, but has a negative sign in more technology intensive sectors. In line with our expectations, we find that in general prices increase with the remoteness of the importers and tend to decrease in more distant markets, this being probably due the fact that unit values are reported CIF rather than FOB. The coefficient of the Italian exchange rate is negative and significant in most of the cases, indicating that a depreciation contributes to a reduction in export prices, despite the group includes EU members that share the same currency with Italy. In line with existing evidence (Ito, 2011) , we find a consistent negative relation between the quantity exported and the price.
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Turning to the variables of interest, prices of main competitors from other high income OECD countries tend to move in the same direction of Italian prices, with no relevant distinctions due to the level of technology of products, suggesting that the prices of Italian exports in consumer goods and in richer markets tends to be responsive to that of other developed countries exporting similar goods. However, it is possible to observe as well that the pass-through is not complete, as shown by the fact that the coefficient of price adjustment is significantly lower than one, this suggesting the existence of some degrees of differentiation among similar products exported to the same markets. In addition, we find that only products belonging to low and medium technology sectors are affected by price competition from China, with a coefficient nonetheless lower compared to the OECD equivalent.
In order to make such overall results more clear, we have run model (3) for all the products grouped according to each two-digits division of the SITC revision 3 classification. Results, reported in table A in the appendix, confirm that price competition from other developed countries is spread over all the divisions, whereas Chinese price movements affect Italy's strategies in the groups including footwear and more sophisticated products such as the ones included in SITC-87 and 88. Other products, including those in belonging to the traditional specialization in the furniture or the apparel are not directly affected by China's export prices.
It is also interesting to look at the reaction of Italian export prices to an increase of China's market shares. Results in this case are quite heterogeneous. Looking at the more aggregated picture, we notice that a stronger market pressure from other OECD countries has determined a downward pressure on Italy's price strategies. On the other hand, in line with some existing literature (Schott, 2008; Bernard et al., 2006) , the impressive rise of China's market shares in this group of products and countries seems to have pushed Italian firms to reallocate their exports towards more sophisticated products to escape from low cost competition, as documented by the positive sign of the coefficient. Looking at the results by technology content from table 1, it is interesting to notice that the coefficient reporting Chinese market shares keeps its positive sign only for labor intensive and low technology products (thought being significant only for the latter group) and turns negative (but not significant) for medium and high technology groups of sectors.
Again, a more detailed picture is provided when results are reported by each division, as showed in table A. Such results demonstrate that an increase of China's market competition translates in rising prices of Italy's exports in the groups including prefabricated buildings (81) and photographic apparatus and optical goods (88). On the other hand, the same table shows that China's rapid increase in the exports of consumer goods to OECD markets has put a downward pressure on Italian prices in some divisions, ranging from travel goods (SITC-83) and footwear (85), two labor intensive divisions which include quality differentiated goods, to more sophisticated products included in the professional and scientific apparatus division (87) up to the highly heterogeneous group of miscellaneous manufacturing (89), a group including both products at high intensity of low skill labor (such as the production of toys), at medium technology (articles of plastic n.e.c.) as well as at higher quality (such as the jewelries). This is in line with the theory of price competition: firms threatened by the increase of market shares of competitors, not to lose their shares adjust their prices (Warmedinger, 2004) .
We did not find evidence of an impact of China by market competition on export price strategies for the products included in two of the traditional divisions of the made in Italy, including the furniture (SITC-82) and, most notably, the apparel (84). Considering that for these two divisions we did not find either evidence of an impact from Chinese prices, we could interpret this as a lack of direct competition between the products exported by the two countries, possibly due to the existence of high quality differentials, reflecting thus the observed high price gaps as depicted in figure 3(b) .
Despite the fact that results highlight a relevant competitive pressure from China in some sectors, when we look more in details at the data, observing product-specific dynamics, the extent to which this translate in a fall of Italy's export prices is confined to a small number of cases, while in about half of the observations they seem to suggest an upgrading of Italian exported products. Figure 4 reports the distribution of products whose export price has increased compared to the previous year. In the case of products included in the consumer group and exported to the OECD markets it has happened on average for 70% of the products in each division. Figure XX includes also those cases where such increase has occurred together with (a) an increase in market shares and; (b) an increase in the quantity exported. Both cases can be interpreted as the capacity of a country to "set" the price, and are therefore good proxies for quality upgrading. Figure 4 shows that this happens on average for the 50% and 40% of the cases, respectively. Lastly, figure 4 includes also those cases where the Italian prices have reduced in correspondence with an increase in the share of Chinese exports. This occurrence regards on average 30% of the observations for each divisions, a number substantially lower in the cases of footwear and scientific instruments.
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The results considering middle-income countries as destination markets are reported in table 3. The controls are much in line with those observed in table 2, with the exception of the coefficient of the nominal exchange rate, now being not significant in all the specifications.
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Similarly to results reported in table 2, there is a significant price competition from other OECD countries spread across all the groups, the coefficient being particularly strong in the case of labor intensive goods, whereas a 1% increase (or decrease) in their prices translates in an increase (decrease) of 0.7% in the price of the corresponding product exported by Italy. We find on the other hand that Italy's price strategies are affected by the Chinese prices in a more extensive way compared to the previous case. While results of table 3 show that China's price competition affects the sector as a whole (first column) and the groups including low-and high-technology products, more detailed results from table B in appendix, show that -with the exception of goods belonging to the apparel (SITC-84) and the precision instruments (88) -all the other divisions are equally affected by China's export prices. On this respect, it is interesting to notice how this price completion is always less relevant if compared to the coefficient of other OECD countries', except for the group including miscellaneous manufacturing goods, where the effect of a movement in Chinese prices has a stronger impact.
On the other hand, the increasing market competition from China seems to contribute significantly to a reduction of Italy's export prices in both labor intensive and high-technology sectors (the same results, with similar magnitudes, being observed for the OECD market share coefficient). In addition, table B shows that such competition affects a number of divisions, including the apparel (SITC-84), professional apparatus (87) and miscellaneous products (89). Only in one division, that of prefabricated buildings (81), we find a push towards quality upgrading as a consequence of competitive pressure by Chinese exports.
Results for the machinery & transport equipment group by income levels of importers
The machinery and equipment sector has experienced an interesting performance over the last few decades. However, it has not yet received adequate attention, compared to more traditional consumer goods, despite its increasing role in Italy's specialization as well as its largest shares in terms of value added and employment in the country. A recent analysis based on aggregated data shows that, in this group, Italy specializes in high-quality products keeping its exported volumes high within the divisions including industrial machineries and electronics, while it specializes in lower quality products to keep the volumes high in the division including instrumental machineries (Cossio et al., 2008) . Additional evidence from Ricotta et al. (2008) shows that in sub-sectors where Italy has higher comparative advantages it has recorded an outstanding performance in terms of quality of its export measured by their unit values at the 6-digit level of the HS classification. These divisions are machineries for specialized industries, industrial machinery and other transport equipment. On the other hand, Italy keeps some niche-markets but it is overall under specialized in other sectors such as office machines, telecommunications and electrical machines, all divisions where China's comparative advantage has rapidly increased over the last decade. Overall, however, generalization is difficult given that the machinery group is quite heterogeneous and includes either goods at different technological level and, above all, largely characterized by trade in parts and components. Table 4 shows the results for the estimation of Italian prices for exports when destination markets are OECD countries. Once again, most of the controls enter the regression with the expected sign. This is the case of the lagged values of prices and the size of the market -both leading to an increase in the unit values of export -or of the Italian real exchange rate, whose depreciation puts a downward pressure on export prices in all the divisions within the machinery group. Conversely, a not well-defined trend emerges from the observation of the coefficients on per capita income, the distance and the lack of an access to the sea, whose coefficients vary across the different grouping structures.
Table 4 here
Looking at our variables of interest, we find that the unit prices of Chinese and OECD exports move in the same direction than Italian ones for both the sector as a whole (first column of table 3), the three technology levels 2 and for most of the two-digits divisions included in the sector (with the exception of products included in the metalworking, electrical machineries and the other transport equipment). More interestingly, we find that the rapid increase in China's export shares in many of the divisions of the machinery and equipment group in the OECD markets has determined a competitive effect on Italy's export prices for high technology products (table 3) and for products included in the case of very specific sectors such as power machines, specialized machineries and metalworking as well as more heterogeneous ones as the electronics, a result in line with the findings by Abraham and Van Hove (2011) who find a strong competitive effect on market shares from China in a number of similar sectors for a sample including intra-OECD trade. At the same time, we find that market competition from other developed countries has pushed Italian prices down only in the group including transport equipment.
These results however do not account for the large share of intra-industry trade and the role of intermediate goods. China's rising role within global production chains has been largely debated in the literature. Some have objected for instance that the growing importance of the country within this more sophisticated sector, now the largest in relative terms for Chinese exports, has been characterized by high shares of processing trade often generated by foreign invested firms, whose role in the country's more sophisticated sector exports is substantial (Koopman et al., 2008) . In order to account for this debate, we further specify our model by classifying products according to the Broad Economic Categories (BEC), a classification which considers the main end use of the products distinguishing among consumption, investment, intermediary and primary goods. More specifically, we construct two main groups, the first including investment goods, those used in gross capital formation, and the second intermediate ones, which in turn includes parts and accessories and processing goods. The main objective of this further analysis is to check whether the competition on prices and on quality is more relevant for one of the two groups.
Results for the group of OECD markets disaggregated according to their end use show that price and market competition from China hits Italy's price strategies in different divisions among the two groups of products (see table 5 for a summary of the main results), sometimes in a complementary way.
As capital goods are concerned, we find that those belonging to the divisions including general industrial machineries, office machines and telecommunications are subject to a contemporaneous pressure by both Chinese prices and market shares. These groups, which include mostly high-tech products, are exactly those where -as suggested in the first part of the paragraph -Italy is under specialized and China is rapidly catching-up, though its specialization is still in medium-quality products (Ricotta et al., 2008) . On the other hand, we find that in the division including other transport equipment products, the pressure from China's market shares has led to an upgrade of exports, this result being strengthened by the negative and significant sign of the Chinese price variable. The fact that Chinese and Italian prices move in opposite directions could indicate that there is a large differentiation between products belonging to the same headings. Considering now the intermediate goods, we find a wider price competition, targeting most of the divisions not affected in the previous case. More interestingly, however, we find also that intermediate products included in the office machines, motor vehicles and, once again, other transport equipment groups have reacted to a stronger presence of Chinese companies on the OECD markets with an upgrading, presumably moving to a more value-added segment in other to not lose further market shares.
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Finally, we re-estimated the model when middle-income countries are the destination markets. Table 6 summarizes the results for the groups including intermediate and investment goods.
Comparison is again interesting and shows that the divisions affected by China's competition are different compared to the previous case and that the same divisions are affected in a similar way almost independently of the end use of products. Electronics products in particular are affected by China's price and market competition in both the typologies of end use, while office machine products are not affected by China's price and are found to upgrade as a consequence of a rise in China's market shares irrespectively from their final use Table 6 here 5. Conclusions This paper analyzes the impact of Chinese competition on Italy's export price strategies for a number of sectors within manufacturing over the period [2000] [2001] [2002] [2003] [2004] [2005] [2006] [2007] [2008] . More specifically, we test direct price competition and indirect impact arising from an increase of China's market shares at a detailed product and market level.
Our results show that Italy's export price strategies are in general affected by Chinese price competition, though for some products and/or country's groups to a lesser extent than for price competition from other OECD countries. More specifically, for low technology and labor intensive products within the consumer goods the influence of China on Italy's export prices is marginal and it seems to stimulate quality upgrading, especially in high-income destination markets. We did not find any evidence of a change in export price strategies of Italian firms in OECD markets in some of the so-called traditional sectors of the made in Italy, in particular apparel, suggesting that the two countries are specialized in different segments of the market.
Conversely, in more technology intensive goods of the machinery and transport equipment sector, China's competition has induced a reduction of profit margins, especially for products characterized by a lower specialization level. In addition, when we look at the different impact on capital and intermediate goods, we find that there is a stronger pressure on products belonging to capital goods, while in the latter China's competition seems to induce an upgrading, especially in richer markets. In other words, firms seem to follow a strategy that could be interpreted as a search for niche specialization in the trade of more sophisticated inputs.
In line with other studies' findings, this paper shows that developed countries react in a variety of ways to the competitive pressure of lower income countries such as China. However, contrary to what observed for other high-income countries (Bloom et al., 2011; Mion and Zhu, 2011; Martin and Méjean, 2011) , we find that Italy has followed a very specific strategy to face Chinese competition. Instead of changing sector of specialization moving up to the technology ladder, Italy has kept its specialization in traditional sectors and has upgraded the quality of its low-tech and labor-intensive products, when in direct competition with Chinese ones. For higher technology products, on the other hand, it has adjusted prices downward to reduce Chinese competitive pressure, especially where in segments where it does not hold a comparative advantage, while it has fostered differentiation only for some niche products within the sectors with higher specialization. Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1
